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PROCEEDI NGS
COW SSIONER M REL: | would like to start
as close to the starting time as | can because we

want to nake sure everybody gets a chance to

testify.

Good evening. | amlLarry Mrel
Conmi ssi oner of Insurance and Securities Regulation
for the District of Colunbia. Tonight we are

conducting the first of two schedul ed public foruns

to hear fromthe public on the proposal by

Vel | Poi nt Health Networks, Inc., a California-based
health insurer, to purchase CareFirst, a Mryl and-based
heal th insurer.

CareFirst is the parent corporation of

Group Hospitalization and Medi cal Services, Inc.
GHVSI, the District's Blue Cross-Blue Shield health
plan. CareFirst also controls Blue Cross
operations in Maryland and Del aware. CareFirst is

a nonprofit corporation. WellPoint is a for-profit

cor porati on.
Part of the proposed transacti on would

require that CareFirst be converted to a for-profit



entity so that Well Point can purchase its stock
The value of CareFirst, as reflected in the sale of
its stock to WellPoint, would be put into a trust

for the benefit of the people of the affected

jurisdictions. WellPoint's proposed purchase price
for CareFirst is $1.3 billion.

Looking at the table tonight, our Leslie
Johnson, the hearing officer for the Departnent of

I nsurance and Securities Regul ation, who wll

assist nme with the procedural aspects of this
process, and Ark Monroe, an attorney with a Little
Rock, Arkansas law firmof Mtchell, WIIians,
Selig, Gates & Wodyard, which has substantia

experience with the conversion and sale of Blue

Cross entities. Mtchell, WIIliams has been
retained by DISR to provide | egal advice on this
conpl ex proposed transaction.

Let me begin by describing the process we

will follow For the proposed transaction to go

forward, it needs the approval of the insurance
conmi ssioners of the three affected jurisdictions;

the District of Colunbia, Maryland and Del aware.



Before | can approve the transacti on on
behal f of the District of Colunbia, | nust be
assured by the D.C. Corporation Counsel that the

District's share of the proceeds of the sale is

adequate and that the funds are properly protected
for the benefit of the public.

The Attorneys General of Maryland and
Del aware have similar functions to perform under

their State | aws.

Finally, because GHVSI, the District's
Bl ue Cross-Blue Shield program is chartered as a
nonprofit corporation by Congress, congressiona
approval is al so needed.

Toni ght we are beginning the revi ew

process by asking for public coments. We wll
continue that part of the process with the second
public forumto be held in this room next Tuesday,
May 28th, from6:00 to 9:00 p.m |If necessary, we

will hold additional foruns at dates and tinmes to

be announced.
W will also be hiring experts to analyze

t he docurments Wel |l Point has put forward in support



of the proposed transaction, including a financia
expert.
The O fice of Corporation Counsel wll

separately retain an investnent banking firmto

val ue CareFirst and GHVSI and assist in the
establ i shment of a charitable foundation if the
transaction i s approved.

Finally, a formal hearing will be held

sonetine in the fall of this year at which

Vel [ Point will present its proposal and opposing
parties will have an opportunity to present

evi dence and w tnesses in opposition, as well as
cross-exam ne Wl | Point's w tnesses.

After reviewing the entire record, and

recei ving a decision fromthe Corporation Counse
as to the value of the transaction, and protection
of the assets for the public, | will render mny
deci si on whet her to approve or di sapprove the

proposed transaction.

The standards governing the determ nation
| nmust nmake as conmi ssioner are set out in two

District of Colunbia statutes. The first deals



with the i ssue of whether CareFirst, GHVSI shoul d
be allowed to convert fromnonprofit to for-profit.
That | aw says that the conversion shall be approved

unless | find that the plan, one, is inequitable to

contract hol ders of the converting corporation or
the public; two, fails to conply with certain

procedural requirenents; three, provides that any
part of the assets or surplus of the corporation

wWill inure directly or indirectly to any of its

of ficers, directors or trustees; or, four, does not
ensure that WellPoint as the resulting stock

i nsurance conpany will possess capital and surplus
in an anmount sufficient to conply with capital and

surplus requirenents for a stock |ife conpany under

applicable law and provide for the security of
Wl | Point's contract hol ders.

By the way, copies of this statement are
avai | abl e over there, so if you can't follow all of

this, please feel free to pick themup

The second law is concerned with the
standards for determ ning whether the acquisition

of control of the District's Blue Cross-Blue Shield



program GHWVSI, by Well Point shoul d be approved.
The statute says that the transfer of
control shall be approved unless, after a public

hearing, | find that, one, after change of contro

the plan would not be able to satisfy the
requirenents for the issuance of a license to wite
accident and health insurance in D.C.; two, the

ef fect of the acquisition of control would be to

substantially | essen conpetition in insurance in

D.C. or create a nmonopoly; three, the financia
condition of WellPoint is such as might jeopardize
the financial stability of GHVSBI or prejudice the
interests of its policyholders; four, WellPoint's

pl ans or proposals, if any, to nake nateria

changes in the operations, structure or managenent
of GHVBI, are unfair and unreasonable to

pol i cyhol ders of GHMSI and not in the public
interest; five, the conpetence, experience, and

integrity of management who would control the

operation of GHVSI, are such that it would not be
in the interest of GHVSBlI's policyhol ders and of the

public to permt the acquisition of control; or



finally, six, the acquisition is likely to be

hazardous or prejudicial to the insurance-buying

publi c.

At the formal hearing in the fall, there
will be two ways to participate. If you sinply
have a view that you wish to express, you will be

af forded an opportunity to submt witten conments.
If you are interested in participating as a fornal

party you nust file a witten notion to intervene

which identifies the nature of your interest in the
proceedi ng, states how the outcone of the
proceeding will affect you, and describes any ot her

factors that would warrant your participation as a

party.

Any party who is allowed to participate as
a party, any person who is allowed to participate
as a party, will be allowed to conduct discovery,
of fer evidence, exam ne w tnesses, and file witten

briefs.

Participation as a party will also carry
with it significant responsibilities. Every person

who participates as a party will be obliged to



respond fully to discovery requests served by the
other parties. The witnesses offered by a party
wi Il have to be nade avail able for cross-exam nation by al

other parties. Every party wll

be expected to attend all hearings and status
conferences, to file briefs and pleadings, and to
provide all other parties with fornmal service of
all filings they nake.

The obligations are serious and shoul d not

be undertaken lightly. |If you are interested in
participating as a party, | encourage you to review
t he case nmanagenment order to make sure you
understand all of the relevant deadlines,

opportunities and obligations involved in

participating in these proceedi ngs.

The process of reviewing WellPoint's
application is open to the public. Al of the
pl eadings filed with the departnent and all of the

orders entered in this proceeding will be avail abl e

for reviewat DISR If you are online, all of the
pl eadi ngs and orders are al so avail able on the

website that the departnment has established for



this matter, ww. DI SRwashi ngt ondc. gov.
The Wel | Poi nt proposal was filed with our
department on January 11th, 2002. On April 5th,

2002, | issued a prelimnary order finding that the

application was deficient in that it |acked

sufficient detail to enable the conm ssioner to

make a thorough revi ew and a reasoned deci sion.
The applicants were directed to file a

draft anended and restated application on or before

July 16th, 2002, to renedy the deficiencies. A
letter specifying what further information is
needed was sent to Well Point yesterday. Copies of
that letter are available to the public and are

over on the table there.

The reason we requested that the anmended
application be filed in draft formis that D.C. |aw
requires that we render a decision within 30 days
after a final application has been filed. W do

not believe that 30 days will give the public or

our experts enough tinme to properly evaluate the
amended application. W have asked that the fina

application not be filed until October so that the

10



clock for making a final decision will run from
t hat date.
If the final application filed in Cctober

differs significantly fromthe draft submitted in

July, accommmpdations will be made to allow an
opportunity for all parties to review the docunent
and be adequately prepared for the hearing.

| want to thank you all for coming here

tonight. This is obviously an inportant decision

for our community, and | want to proceed with ful

opportunity for the public to be heard. The forum
is scheduled for three hours, and we have nunerous
witnesses on the list. Therefore, | will ask that

ask witness limt his or her statenent to not nore

than 10 minutes, and we will time that.

W will also accept witten comments so
that if you did not sign up to testify in person or
if your testinony has not been conpleted in the

allotted time, please give us the benefit of your

full comrents in witten form
Al t hough we have a roster of wi tnesses, if

we have conpleted the testi nony before 9 o' cl ock,

11
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will call upon any other person waiting to speak.
If you did not sign up for tonight, and we do not
get to you before 9 o' clock, you are wel come to

sign up for next Tuesday's forum

A full transcript of this hearing will be
nmade so that | have a conplete record before ne
when | make ny decision. Therefore, when you are
cal l ed upon to speak, please state your name, spel

your |ast nane, and if you are speaking on behal f

of an organization, give the nane of the
organi zati on.

M. David WIf of CareFirst is here to
nake a presentation this evening, and | wll ask

himto speak first. The 10-minute rule will apply.

M. Wolf.
STATEMENT OF DAVI D WOLF
MR. WOLF: Thank you, Comm ssioner Mrel.
| amDavid Wl f, Wo-I|-f, executive vice president

of CareFirst Blue Cross-Blue Shield. | appreciate

the opportunity to talk to you about CareFirst's
proposed for-profit conversion and merger wth

Wel | Point. The nain purpose for the gathering here
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this evening is to allow the public to comment on
this proposal and for us to listen. W welcone
their interest.

Much has al ready been said and written

about our proposal. Many are fearful about what

t he conversion and the nerger night nean for health
care in the Nation's capital area for their own
personal health care coverage. W understand that

it is our responsibility to denonstrate to you why

this proposal is in their best interest.
As the conmi ssioner noted, | will spend a
few m nutes sunmarizi ng our proposal transaction.
The Bl ues have served the District of

Col unbi a since 1934. CareFirst is an affiliation

of Blue Cross and Bl ue shield plan serving the
District, Maryland, Del aware and even northern
Virginia. W have nearly 3.2 nillion nenbers,
including about 1 million in the District of

Col unbia. W enploy roughly 6400 associ at es,

i ncluding 1500 in the District.
Vel | Point also is principally a Blues

conpany and is a for-profit conpany with nearly 13
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mllion menbers that operates Blues' plans in
California, Georgia and Mssouri. WellPoint has
been naned the best |arge health conmpany and nost

adm red health care conpany by nationa

publications. W are confident that we have
sel ected a partner that shares our comitnment to
providing quality care

CareFirst has filed applications in

Maryl and, Del aware and the District seeking

perm ssion to convert fromour current not-for-profit status
to beconme a for-profit conpany upon

whi ch CareFirst would be acquired for $1.3 billion

by Well Point. CQur proposal requires approvals from

the regulators in the three jurisdictions. Also

the Blues plan being federally-chartered, we will
need approval fromthe U S. Congress.

There is a thorough revi ew process of
whi ch today's public forumis a part. W would

expect to take about 12 nore nonths.

We believe there is much to tell you about
the benefits of the transacti on, but none nobre so

than the agreenent's potential benefit to do good.



The District of Colunbia, Maryland and Del aware
will share the $1.3 billion to be paid as
charitable trusts which we hope will be used to

address the unnet health care needs in each of the

jurisdictions. The interest earned from each
jurisdiction's share of the proceeds, when coupl ed
with the health care dollars fromthe conmunity,
could have a substantial inmpact on providing for

currently unnet health care needs. These itens can

i ncl ude such things as funding for open enroll nent
products, for those who have preexisting nedica
conditions who are currently uninsurable, providing

prescription drugs to the elderly, providing

conmunity health clinics to the District's | owincone

residents, and nore.

Sone ot her things you m ght be interested
inis that after the transaction's conpletion, we
woul d continue to be regulated locally by the

District Departnent of Insurance and Securities

Regul ation. CareFirst would continue to have a
strong | ocal presence. Qur agreement wth

Wel | Point explicitly preserves our operating

15



headquarters in Maryl and, Del aware and D.C. Health
care decisions affecting our nmenbers' coverage wll
continue to be made locally.

We are conmitted to sustaining our |oca

enpl oyment. That is significant because CareFirst
is an inportant part of the econom c health of the
D.C. comunity. W have recently denonstrated our
long-termcomitnment to the District. Last year we

entered into a 10-year | ease for the Portals

Bui | di ng on Maryl and Avenue, Sout hwest for our 845
associ ates serving the Federal enployees' program
And just |ast nmonth we announced a 10-year | ease
for a brand new building on First Street,

Nort heast, for another 1100 D.C. associ ates.

As a result of this transaction, several
new benefits can be available to our menmbers. CQur
customers will have access to new products and
servi ces providing nenbers with increased

flexibility and additional choices regarding

deducti bl es and copaynents. I|nnovative disease
management progranms, pharmacy di scount prograns,

expanded al ternative nedicine offerings, and

16



products for those currently w thout health
i nsur ance.
As a matter of fact, WellPoint's testinony

in the Maryl and hearings indicated that they

identified the uninsured as a potential growh
opportunity and have nmde extensive efforts to
reach out to this population.

We will have resources to invest in needed

technology that will allow us to answer nenber

calls nmore quickly and accurately, inproving our
ability to get things done the first tine. W wll
be able to inmprove our online capabilities with
such 24/7 enrollnent, clainms tracking, physician

sel ection, name changes; things that will make it

easi er to manage your health care

By conbining with WellPoint, we expect to
t ake advantage of the adm nistrative efficiencies
that will slow the rate of preniumincreases.

Medi cal inflation isn't going away, but by

i ncreasing our efficiency through the application
of technol ogy and better applying technology to

assist in getting nmenbers the care that they need,

17



we can limt adm nistrative costs and reduce the
cost of care.
Agai n, at the Maryl and hearings, the

W&l | Poi nt chai rnman, Leonard Schaefer, testified

that the premums will not increase as a result of
this conversion or acquisition.

We al so see this transaction as a growth
opportunity. The metropolitan D.C. area represents

a significant source of menbership growth for

CareFirst. Wth new products and better service,
we expect that this area will provide our conpany
with the gromh that it needs to remain
conpetitive.

We are also confident that the agreenent

will help us to work better with our health care
partners, physicians, hospitals and others. By
investing in technology, it will help us to process
and pay clains faster and i nprove our ability to

verify and review the results of clains in real

time.
The structure of the agreenment ensures

that the relationships with and the decisions that

18



af fect providers will be nade, as they are now,
locally. And local regul atory oversight of
CareFirst, which is understandably inportant to

health care providers and elected officials, wll

continue and will be unaffected by this nerger.
Benefit to the conmunities in which we

operate will be the greatest outcone of this

transaction, and there will be significant dollars

which will flowinto the District, Maryland and

Del aware to address the unmet needs. Think about
this. The mayor has had to cut nearly $12 mllion
this year alone fromthe Health Care Safety Net
Adm ni strative, funding that could have been used

to address the care for the District's | owincone

and uni nsured residents. |magine what D.C. could
have done with its share of the $1.3 billion
W will be nore specific about the

potential uses of these funds in the filings as

part of the anmendments in July, as has been

requested by your staff.
The bottomline is GHVBI, your Blue Cross

and Blue shield plan in the District, is stil

19
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going to be there for its residents, customers and
the community, and we believe it will even be
better, with nore products, better services, a new

sout heast regional headquarters, and a share of

$1.3 billion. W truly believe that this can be a
win-win for all constituents.

Thank you, Comni ssi oner

COW SSI ONER M REL:  Thank you, M. Wl f.

Thank you for sticking within the tinme limt.

Qur next witness is Sharon Baskerville.
STATEMENT OF SHARON BASKERVI LLE
MS. BASKERVI LLE: Good evening. | am
Sharon Baskerville, B-a-s-k-e-r-v-i-l-l-e. | am

t he executive director of the District of Colunbia

Primary Care Association, and | am pl eased to have
the opportunity to testify today about the proposed
CareFirst conversion to for-profit in the
subsequent sale to Wl Point.

DCPCA is a nonprofit nenbership

organi zation that actively works to facilitate
health care reformin the District, with the focus

on primary and preventive care. Qur nenbership



i ncl udes representatives fromthe health care
conmunity clinics, hospitals, governnent and health
care advocacy groups. In our capacity as a

facilitator for broad-based systemc health reform

DCPCA works to devel op and inplement solutions to
the many problens in the health care delivery
system that must be addressed if we are to reverse
the District's terrible health outcomnes.

Thr ough our collaborative efforts, we work

to find solutions that will both benefit the
nedi cal | y vul nerabl e and nmeet the fiscal needs of
the District.

DCPCA is al so a nenber of the CareFirst

Watch Coalition, and | serve on the steering

comm ttee, and while DCPCA has not taken an

of ficial position on the nerger, we have |istened
to and wei ghed the argunments from both sides, and
nmany questions remai n unanswer ed.

We know the history. CareFirst owns the

Bl ue Cross-Blue Shield plans covering the District,
Maryl and, Northern Virginia, and Del aware. |Its

nmssion is to provide affordable insurance to

21
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peopl e who have difficulty obtaining coverage and
be dedi cated to conmunity heal th outcones and
concerns.

We know that in January 2002 CareFirst

Bl ue Shield application to becone for-profit and
sell itself for $1.3 billion to Well Point Health
Net wor ks of California, a national for-profit
health insurance provider. |If the deal is

approved, WellPoint will gain an additional 3.1

mllion nmenbers and become one of the |argest
health insurers in the country.

DCPCA has strong reservations about this
deal. It is troubling to us that the only group

supporting the nmerger are the two parties to the

deal, CareFirst and Well Point. Physicians, nedica
soci eties, hospitals and health care advocates al
seemto oppose. No other group has come out in
support of the nerger, and the question is why not?

The answer to that question probably lies

with the fact that there are so nany unanswered
guestions. In particular, what is at stake? How

does this merger benefit District residents, and



will there be any harmto District residents?
I want to address first what is at stake,
and | want to focus on protecting the health care

system net because of utnpst concern to DCPCA is

protecting the health care safety net.

The nost critical challenge for the city's
health care systemlies in the delivery of health
care services to the nmedically needy, the uninsured

and underinsured. However, the District's health

care safety net systemis inadequate, fragile, and
currently undergoing nmgjor transition

Historically the safety net systemincluded the
public system the now defunct Public Benefit

Corporation, the hospitals and the nonprofit

clinics. For years nany of the historical safety
net providers have operated wi thout adequate
facilities and | acking the nanagenment information
and practice managenent systens needed and deserved

by the nedically vul nerable. Revenue, primarily

from phil anthropy, was devoted to direct patient
services, with little available for bricks and

nortar inprovenents, or infrastructure building.

23



The District has done little unti
recently to invest in inproving the safety net.
Last year the District transitioned froma public

systemto a private contractor, G eater Southeast

Conmunity Hospital to provide health care for the
uninsured. It was a conversion of sorts that
rocked the city, and we all l|ived through that, and
it was very painful

The PBC i ncluded D.C. General Hospital and

primary care clinics. That no |onger exists by
order of the financial authority. Instead, the
D.C. Health Care Alliance has replaced the PBC.
D.C. General now provides only energent, urgent and

specialty care. No one knows whether the new

health care delivery systemw ||l work or not,

whet her this is the solution to caring for the

uni nsured. The programis in untested waters, and
there really is no other simlar health care system

inthe United States that we can conpare it to, so

we don't know what the future holds for the
al l'i ance.

The public health served 33,000 uni nsured

24



persons, regardless of ability to pay. The private
system now has 28,000 nenbers, with an eligibility
requi rement of being under 200 percent of the

Federal poverty |level. That requirenent excludes

many persons that are above the 200 percent poverty
level. For an exanple, a famly of one, maxi nmum
incone is $17,000; famly of two, maxi muminconme of
$23,000. Many of these persons are the working

poor, persons who work for small enployers who do

not offer health insurance. The nonprofit clinics,

whi ch see persons regardless of ability to pay,

25

continue to serve the remaining 66,000, or two-thirds of the

uni nsured, many fromthe District's

i mm grant comunity.

As a nenber of the Mayor's Health Services
Ref orm Conmi ssi on that oversees the alliance
contract, | ampainfully aware of the fragility of
the newfound health care program After one year

of operation, the mayor's proposed budget cuts

woul d have greatly inpacted the program but the
D.C. Council fought and restored funding. W stil

have a $5 million deficit, however.



Gven its financial picture, there is a
real possibility that some of the providers will
pull out if they are not properly reinbursed for

their services.

Thus, the stability of the health care
safety net is a major concern. W are concerned
about any action or decision that has the potenti al
to further destabilize an already fragile safety

net. Should the worst-case scenari o happen and an

i ncrease in the nunber of uninsured result, that
woul d be tragic because there would be a heavy
burden on the safety net, and the nonprofit clinics
t hat are dependent financially upon foundation

support are already struggling to provide services

for many patients with few resources.

Hospital s al ready experiencing high
emergency room use by those wi thout insurance will
be further burdened. The alliance's funding is not

sufficient to care for all the uninsured and wl|l

certainly not be able to pick up the slack of a
nurmmber of uni nsured increases.

There is no |l onger a public health care
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system W need to make sure this deal does not
| eave the District scranbling for ways to cover the
uni nsured who were previously CareFirst menbers.

There is an article today in The

Washi ngt on Post that reports on the consequences of
bei ng uninsured entitled "Study: Uninsured Don't
Get Needed Health Care; Del ayed Di agnoses,
Premature Death Results.”

The article reports that the |ack of

heal th i nsurance | eads to del ayed di agnoses, life-
t hreateni ng conplications and premature death
because bei ng uni nsured causes nany to bel atedly
di scover and seek treatnent. That translates into

premature death for a city that | eads the Nation

wi th these di seases, and further speaks to the dire
need to avoid any actions or deals that have the
potential to increase the nunber of uninsured in
the District.

Do we really need another public benefit

foundati on? The nerger will profit the public
benefit foundation that will be established to

adm ni ster the public assets the District wll



receive, will make the safety net stronger? W
have little confidence that a public benefit
foundation will be the answer. Can a foundation

adequately replace CareFirst? Wuld a charitable

heal th foundation work for the District? WII the
foundation i nprove the health of the comunity?

The District's track record with the PBC, which was
under funded and poorly nmanaged and | asted only six

years, gives us little assurance.

How wi Il the foundation operate in the out
years after the initial infusion of cash fromthe
merger and will it require |local funding are
guestions that need to be answered.

WIIl the sale cause people to lose their

i nsurance? Gven the District's fragile safety net
system the recent tragic events of Septenber 11th,
the resultant econom c uncertainty, what will the
heal th i npact of the merger be for the nost

vul nerable in the District, the uni nsured?

Wth high nunbers of uninsured and a
safety net in transition, we cannot afford the

possi bility of a shrinking i nsurance market.
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Again, who will pick up the burden of caring for
the uninsured if the merger fails?
DCPCA believes that a nonprofit health

care insurer operating in accordance with its

charitable mssion better serves the public. As a
nonprofit, CareFirst has received tax exenptions in
exchange for its open enroll nent of people who are
consi dered high risk and not otherw se insurable.

This nmeans it is essentially an asset of the

conmunity at large. |f Conm ssioner Mrel and
Cor porati on Counsel Robert Rigsby approve the
nmerger, this tax-free status will be elim nated.
When a nonprofit converts to for-profit, it is

supposed to turn its current econom c value over to

the State so the original charitable m ssion can
continue. W nust have assurances that CareFirst
won't abandon its mssion. W nust have assurances
that the uninsured will be cared for if the sale of

CareFirst goes through. The sale nmust not cause

people to | ose their insurance coverage.
In ny testinony, which is subnmitted inits

entirety--1'"mgoing to skip around a little bit in



the interest of time--1'"mconcerned especially--
COW SSI ONER M REL:  You have one nore
m nut e.

MS. BASKERVILLE: That's fi ne.

--about the $1.3 billion price. W
beli eve the valuation is probably way too | ow, and
we have presented our argunents along with what the
requi renents of a conversion are in the city. W

di scuss how the nerger benefit will affect District

residents, and in summary, | essentially want to

say the proposed conversion of CareFirst to for-profit and
the sale to Well Point will be one of the

nost significant transactions ever for the

District. M testinony is full of questions that

need to have answers and hopefully will be answered
before the deal is done, before the District noves
too quickly on approving the conversion. There are
options the decision-nmakers may want to consider

and we have outlined those.

W t hout convincing, conpelling, and well -
docunented answers to the myriad of questions and

concerns, | anticipate nmy organization will join

30



others in officially contesting the conversion. W
will also watch and monitor with great interest our
government |leaders in this debate, as we expect

their aggressive protection of the citizenry of the

Di strict of Col unbia.

| thank you for the opportunity to present
this testinony.

COW SSI ONER M REL:  Thank you very much

for your testinony and for sticking to the tine

limt.
The next witness is M. Sam Jordan.
STATEMENT OF SAM JORDAN
MR. JORDAN:. Thank you, and good eveni ng.

I am Sam Jordan, director of Health Care Now, a

project of the Center for Community Change. Health
Care Now opposes the conversion of CareFirst Blue
Cross-Blue Shield to a full profit status and a
subsequent acquisition or merger with Well Point

Heal t h Networ ks of California.

We object to the proposed conversion and
nmer ger because we have seen nothing in the proposal

that pronptes the public interest. Instead, it
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appears that the proposal benefits in the main, if
not solely, the proponents of the transaction
Vel | Poi nt and CareFirst executives, and Vel | Poi nt

shar ehol ders.

A growi ng nunber of CareFirst subscribers
have begun voicing their opposition to the proposa
as well. | amalso a CareFirst subscriber

The short list of our anxieties

surroundi ng this proposal would include, A the

fear of increased nunmbers of uninsured, due to

i ncreased prenmiuns; B, the closure of open
enrollment; C, |oss of coverage for the |ess
profitable lines of insurance, including persons

with prior existing conditions, chronic illnesses,

smal | enpl oyer plans, the self-insured or
i ndi vidual policyholders; and D, the added burden
on the public health care services system

St udi es of conversions around the country

conducted by a nunber of health industry analysts

and ot her independent entities, including Conmunity
Cat al ysts of Boston and the Maryl and Hospit al

Associ ati on, IHA, have concl uded that conversions



in other States have not had a positive inpact for
the public or providers.
A survey conducted by MHA and its

CareFirst conversion task force in the sumer of

2001 found that "none of the plans inproved their
behavior in any area of public accountability,
subscri ber service or provider relations.”

In the case of Blue Cross of California

and Wel I Point, help with uninsured flexibility,

help with uninsured, flexibility in providing
coverage and service to subscribers stayed about
the sane, while their behavior worsened in terms of
responsi veness to State policy regulation and

| egislation. Levels of denials issued, |evel of

paynments to providers, handling of disputed clainms
and contract negotiations with providers.

Heal th Care Now believes that due to the
control that WellPoint will exercise over

CareFirst, it is highly probable that the

conversion would |i kew se have a negative inpact on
several areas of its public accountability,

subscri ber service and provider relations in
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Maryl and, the District and Del aware.
When we reviewed conversions in other
States, instructive exanples energed. 1In North

Carolina, a conversion bill passed in 1998, the

bill permits Blue Cross-Blue Shield to effect a
conpl ete conversion that will have occurred by
presunpti on when for-profit activity exceeds 40
percent of its business. This has been interpreted

by critics of the legislation as permtting BSBC of

North Carolina -- BCBS, rather -- to be fattened
substantially to nake itself nmore attractive for
acqui sition.

According to recent studies regarding the

proposed CareFirst conversion, CareFirst has

i ncreasingly assurmed the character of a for-profit

i nsurer but without the |egislative pernissions.
There is concern that CareFirst has

abandoned its original charitabl e purposes and

public service values. The concerns suggest to

Heal th Care Now that CareFirst has taken a path
that has seen its value appreciate in the regiona

and national insurance, not to maintain its
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original charitable nission, but to attract a deep-pockets
nmerger partner.

CareFirst's abandonment of the Del marva

and Freestate plans and several Medicaid prograns

have been cited by the Maryland legislature inits
i nsi stence that CareFirst renmenber its origins and
the source of nuch of its narket val ue and
favorabl e market positioning.

What woul d normally be an occasion to

appl aud the work of a dedicated, conpetent
managenent has becone instead an occasion to
guestion the notives of CareFirst's senior
executives. These questions nmust becone the

subj ects of intense exam nation and anal ysis by the

O fice of the Comm ssioner, the Corporation Counse
and the District's elected officials. W have as
yet received no explanation for the $1.3 billion
sal e price negotiated by CareFirst and Wl | Point.

VWhen Virginia's Trigon announced its

agreenment to be acquired by Anthem at a higher
price than CareFirst, while serving fewer

subscribers, CareFirst-WellPoint offered a



munbl i ng, half-intelligible claimthat we can't
conpare the transactions. But they no | onger
boasted that their proposal was the best thing to

happen in the regional insurance narket.

Have CareFirst and Well Poi nt purposely
| owbal l ed the sale price in order to fatten the
conpensati on envel opes of executives and to show an
initial burst of profitability to Wall Street?

Heal th Care Now believes we have been set up for a

scam by CareFirst-VWel | Point.

Where is the proof that the sale price,
$1.3 billion, has taken into account the decades of
public support? Where is the proof that the sale

price represents anything close to nmarket val ue of

t he conpany, relying heavily on certain of its
product |ines on Federal and | ocal governnenta
enpl oyers? An al nost recession-proof source of
dependabl e profits.

Wy has the Maryland | egislature's

requi renent of an all-cash transaction created such
havoc and second-guessing lately by WllPoint? |Is

it because the cash portion of the offer, $450
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mllion, when subtracted from CareFirst's cash
reserves of approximately $700 million, would | eave
just enough for CareFirst to nmeet the | ega

requirenents for reserves set by the |egislature?

This is the Icahn-Buffett theory of
acquisition and practice. Let the acquired conpany
pay for the transaction out of its reserves or
unpr ot ect ed pensi on pl an.

You are aware, M. Commi ssioner, although

many of today's w tnesses have not been apprised,
that in April CareFirst asked the Del aware
Conmi ssi oner to suspend any further exam nation of
its application for conversion and nmerger. The

conpany did not send the sane letter to you or to

M. Larsen, the Maryl and I nsurance Conm ssi oner
CareFirst was reacting to the action taken by the
Maryl and | egi sl ature.

In addition to the all-cash requirenent,

the legislature forbade the $3 million in bonus

paynments to executives should the conversion nerger
be approved. This is, after all, nobney that the

State hel ped CareFirst to earn without a bonus to



t he public.
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The | egislature also required CareFirst-WlI Point

to assume the burden of proof in

denonstrating that the proposal was in the public

i nterest.

There have been reports that you, M.
Conmi ssi oner, have descri bed the Maryl and
| egislative acts as onerous. Inmediately follow ng

the formal subnission of CareFirst's proposal in

January, you were reported to have said that you
"saw no reason why this transaction should not go
forward," or words to that effect.

Health Care Now, as part of the CareFirst

Watch Coalition, has been an advocate for

strengt heni ng the power and resources of your
office in order that you nmight be particularly
protective of the interests of the public and
subscribers. Nevertheless, we insist that you

formally di scl ose any grounds for bias or history

of dealing with CareFirst, WellPoint, the Blues
pl ans and/ or other industry entities that mni ght

wei gh upon your deci sion-nmaking objectivity in this



matter.
We rai se these concerns here and publicly,
M. Commi ssi oner, because in those cases where

obj ectivity dom nates the conversion application

process, the public and subscribers will be served
best .

In Kansas, the insistence on due diligence
and exami nation of the inmpact on the public

interest led the insurance conm ssioner to reject

t he proposed conversion and nmerger. The rejection
occurred even after Blue Cross-Blue Shield of
Kansas had established a foundation, the $75
mllion Sunflower Foundation. There are, of

course, differences in the Kansas nmarket and the

nature of a denutualizati on when conpared to this
region's insurance narket and the nature of the

i nstant proposed conversion and merger. The
principle remains the sane, however: W don't need

bi as.

When an insurance conmi ssioner, |ike
Conmi ssi oner Sibelius in Kansas, disregards the

hi gh- powered | awers and threats of suits,



40
di sregards the vaunted | obbying clout of the
proponents, even disregards old friendships
establ i shed through a history of involverment in the

i nsurance industry, and is guided only by the best

interests of the public, the real insurer of |ast
resort, when thousands | ose coverage because of a
conversion, only then will Health Care Now be
confident that we mght have the fairness

contenpl ated by the | aw.

Health Care Now wi |l continue to support
appropriate strengthening of the authority vested
in your office in order that the decision in this
case mght conport with our search for affordable,

hi gh-quality, accessible health care services, wth

fairness for all health care consuners.

We woul d not cl ose our renmarks w thout
reference to reports in the major nedia outlets
that we are to expect significant increases in the

cost of insurance prem ums. Some estinmates range

from15 to 25 percent in the next year alone.
Today' s USA Today carried a front-page article

giving estimate to the nunber of deaths caused by a



[ ack of insurance coverage. That nunber, 18, 000,
is chilling. Eighteen thousand per year
The majority of these deaths were

preventable. Yet conversions are everywhere

acconpani ed by increases in prem umcosts. Are we
anticipating premumincreases in this market due
to market forces, augmented by additional increases
due to the need for profit creation promni sed by

CareFirst on reports prepared by Accenture?

Per haps CareFirst-WllPoint should be required to
i ndi cate how nany will |ose their coverage due to
t he conversion and, of those, how many may die. |Is
this alittle too dramatic? Just ask the clinics

and hospitals that are already serving the

uninsured. They will tell you just how many
clients suffer health conditions aggravated by
wai ting and procrastination due to the |ack of
i nsurance cover age.

COW SSI ONER M REL: M. Jordan, we are

coning up on one mnute.
MR, JORDAN:. Thank you.

Let me quote a passage fromthe USA Today
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article.
"About 25 percent of adult diabetics
wi t hout insurance for a year or nore went w thout a

checkup for two years. That boosts their risk of

deat h, blindness and anputations resulting from
poor circulation."

| draw your attention to that passage
because of a little-known fact about Washi ngton

D.C.'s health indicators. |In the |ast year of

operation of D.C. General, the true insurer of |ast
resort, the single nost common cause of death was
due to infection and sepsis caused by di abetes.

Yet nowhere in the CareFirst-Wll Point application

has concern been shown about the fate of those who

will |ose coverage, those who will not be able to

find alternative insurers, those who will add to

t he overwhel mi ng burden of clinics and energency

roonms. Wthout such a reference, can CareFirst-Wl| Point

said to have concerned thenselves with

t he consequences of their search for profits at the
public's expense? Wthout reference to

consequences, can CareFirst-Wel |l Point be said to
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know the fair price of conversion?
A coaut hor of the report cited by USA
Today is our former chief health officer, Dr. Reed

Tuckson. W have trusted himin the past.

Finally, for Health Care Now and nany
ot hers who oppose the conversion and nerger, this
guesti on has not been answered. Wy does CareFirst
need to convert and nerge? This conversion nakes

sense only to Wall Street and profiteers.

We recomend rejection of the proposed
conversion and nerger and that CareFirst return to
its original purposes. And thank you.

COW SSI ONER M REL:  Thank you, M.

Jordan. We will read all of your statemnent,

including the part that you didn't get a chance to
give tonight. Thank you very nuch.

The next witness is Dr. Judy Ckkema. Did
| pronounce that correctly? |Is she here? If not,

I will go to the next witness, Mchael J. Arens.

Is he here? M. Arens.
STATEMENT OF M CHAEL J. ARENS

MR. ARENS: Thank you, Commi ssioner Mrel



My nane is Mke Arens, spelled A-r-e-n-s. | ama
CareFirst Blue Cross-Blue Shield associate.
| appreciate the opportunity to speak to

you toni ght and gi ve you sonme conments fromthe

perspective of a CareFirst associate.

| have worked at CareFirst for over 30

years. | currently work in information technol ogy,
and | have -- | work at both the OsMngs MIIs,
Maryl and and t he Washington, D.C. offices. | have

wor ked at Blue Cross during good tinmes and bad
times in those 30 years. | was here 10 years ago
when the conpany was nearly bankrupt, when our
customer service scores were at the bottom of al

Bl ue Cross-Blue shield plans and we had nassive

| ay-offs. And | have been here al so when things
got better, and when associ ates can now be proud of
t he conpany for which they work.

Let me say that associates trust M. Jews,

our president, as the |eader of this conpany.

When Maryl and and D.C. plans affiliated,
four years ago, a lot of D.C. associates were

afraid they would | ose their jobs. M. Jews made

44



it apriority to communicate to the associates both
the direction and the current status of the
conpany. And they did it regularly.

One of the messages was that jobs and job

opportunities would grow as nenbership grew. In
fact, that is what has happened. W have | earned
through this experience and others like it that M.
Jews is a man of his word and that he does in fact

have a vision for this company.

CareFirst associates are fully supportive
and excited about the proposed conversion and
nmer ger because we feel that it will allow our
organi zation to continue to provide quality health

care and grow.

The conpany has done a | ot to comrunicate
to associ ates everything possi ble about this
proposed conversion and nmerger. | can't pretend to
be an expert, but | can say that | am proud of what

we have acconplished in the past, and | trust that

this is an opportunity for us to grow and to take
an inmportant next step as a conpany.

Today | would like to speak again fromthe
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per spective of a person who has been in information
technol ogy for over 30 years at CareFirst. Wth
t hat perspective in nmind, | would like to suggest

why | think the proposed conversion and nmerger is

an inportant next step

We have said that by converting to a for-profit
status, the transaction will provide access
to capital to invest in information systens.

Informati on technol ogy expenses are a | arge

conponent of the overall cost of doing business in
any organi zation, and particularly for CareFirst.
It takes a great deal of new dollars every year,
for exanple, to neet costly nmandates |ike the

Health Information Portability and Accountability

Act, HI PAA, to create nore contenporary ways for
our custoners and providers to conduct business
with CareFirst and to make our systens nore
efficient.

| would like to el aborate on why | think

nmerging with Well Point would hel p information
technol ogy and thus help CareFirst to be nore

efficient. | hope to show that the | ess noney we



spend on duplicative technol ogy, the nmore we are
able to keep health insurance prem uns stable.
Here is what | nean by that.

Back in the 1930s, when Bl ue Cross-Bl ue

shield plans were first founded, there were no
conputers. Gadually that changed. W applied
conputer automation to such functions as clainms
processing, billing and enroll ment. However,

because they were operated i ndependently, each

i nsurance conpany, Blue Cross and Bl ue Shield plans
i ncl uded, approached the devel opment of these
systems as a uni que busi ness probl em

The consequence was that anong i nsurance

conpanies, mllions of dollars have been spent and

continue to be spent on duplicative software and
hardware in systems such as clains and enrol |l nment,
as well as systenms that are purchased fromIT

sof tware vendors.

Si nce January of 1998, when the D.C. -based

pl an and the Maryl and-based plan nmerged, we in IT
have been engaged in a process of elimnating that

duplication. W have proven that significant
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dol l ars can be saved by elimnating.
Mergers of Blue Cross-Blue Shield plans
are one of the clear ways to ensure that IT dollars

go further. As nerged plans, there is strong

incentive to do that. It has been nmy experience as
aresult of the nmerger of the D.C. and Maryl and- based pl ans
the consumer wi ns because dollars saved

t hrough consolidation of systens reduces the

over head of operating a conpany and can be used to

keep costs and therefore prem uns down.

As an associate, | have been di sappointed
by sone of the unwarranted attacks that have been
made on ny conpany and its | eadership. | can only

assune that opponents' criticismis based on fear

and a | ack of understandi ng about what we are
proposi ng to do.

| hope that | have helped illustrate one
of the things that we are proposing to do. W

think that if people are given the chance to hear

the reasons for CareFirst's decision and the
potential benefits, they will understand why it

makes nmore sense. All we can ask is that CareFirst



be given the opportunity to be heard, and | thank

you.

COW SSI ONER M REL:  Thank you very much,
M. Arens.

The next witness is Marcio Duffles. |Is he
here? GOkay. Well, your timng is excellent.

M. Duffles, since you weren't here
before, we have a 10-minute rule. So please go

forward. We will let you know when there is a

mnute left.
STATEMENT OF MARCI O DUFFLES
MR. DUFFLES: Very good. Thank you.
Good evening. My nane is Marcio Duffles.

I am an aerospace engi neer and the president of

America's Phoeni x, Incorporated. |It's an aerospace
consulting firmserving clients throughout the
Areri cas.

But tonight | amhere to speak as the

founding director of Summertime and Readi ng

Toget her, or START, Incorporated. W are a
501(c)(3) children's sunmer literacy programin the

Washi ngton netro area, serving children between the



ages of 5 and 14.
I want to focus on two things. One is how
CareFirst has contributed to START's m ssi on of

of fering children the opportunity to advance their

lives through literacy; and two, the further
benefits that can be achieved if the proposed sale
of CareFirst is approved.

My first point concerns a readi ng program

| began in 1988 by reading with six children in ny

Capital Hi Il neighborhood. 1 am proud to say that
t oday START supports 12 nei ghborhood-1 ed book

clubs, with over 400 children participants in the
D.C. area. Qurs is a grassroots organization. W

are dependent on vol unteer readers whomwe train

and match with children to read individually during
the sumrer nonths, and to participate in group
readi ng activities with the nei ghborhood book

cl ubs.

START provides the children with new and

used books, book report booklets, funds educationa
literacy-based field trips, and conducts an annua

fall awards di nner to acknowl edge START's top



readers and volunteers for their efforts. START
provi des this support to nei ghborhood-|ed book
clubs free of charge. 1In order to provide this

free service to the nei ghborhood book cl ubs and

their children, START relies solely on the generous
contribution of individuals and corporations. Wth
| ast year's recession and the events of 9/11, 2001
was a particularly difficult fund-raising year

START received |less than half of its nornal

cor porate sponsorship of its main fund-raising
event, the Pennsylvania Avenue M| e Booking for
Literacy Race.

However, CareFirst conmitted to START as a

maj or sponsor early last year and kept its prom se.

CareFirst's generous contribution of $20,000 over
the past two years has all owed START to further

expand its reach into Washi ngton's nei ghbor hoods.
START' s 14th sunmer of reading with Washington's

children will support an additional two new

nei ghbor hood book cl ubs and all ow START to
continuously inmprove the quality of its program

| have personally observed CareFirst's
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generosity as a corporate citizen in our community.
| have observed the lifelong benefits that a sumer
of reading with caring adults has provided to

children in our community. The testinmonials are

many, but one that stands out is of a young girl,
Ms. Candace Johnson, who in 1988 wote reports on
10 books she read over the sunmmer and took that

monentumto rai se her grades fromCs and Ds to

become an honor roll student throughout her

secondary education. M. Johnson recently
graduated with a double major in conputer science
and education from Conpton State Coll ege.

It is through education and its basic

linchpin of literacy that allows boys and girls to

becone responsi bl e young nmen and wonen that care
and contribute to their community. Research

i ndicates that functionally illiterate individuals
conmit 80 percent of violent crinmes. | would

strongly suspect that simlar correlations can be

made that relate illiteracy to poor nental health,
contraction of sexually transmitted di seases,

t eenage pregnanci es and ot her health probl ens.



CareFirst has not only recognized this
correlation, but their support of START shows their
conmitment to eradicate this |link between

illiteracy and an unheal thy society.

My second point is that, as | understand
t he proposal, the sale of CareFirst would realize
$1.3 billion from Maryl and, Del aware and t he
District of Columbia. This noney would be

di sbursed anmong the jurisdictions and used in each

to establish a charitable trust to neet |oca
health care-rel ated needs. | understand that the
District could expect to receive at |east $400
mllion.

Charitabl e organi zations, |arge and snall

woul d benefit fromthe trust because the

est abl i shing funds would be invested to yield an
estimated return of at least $20 mllion annually
whi ch could then fund programs to neet unmet needs.

For exanple, these programs coul d be used

to provide health insurance to the underinsured and
uni nsured, to fund noney-strapped nental health

initiatives, and address the root causes of drug
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abuse and vi ol ence.
Thi s significant anmount of financia
resources would be directed by |ocal people for the

benefit of our comunity. | have personally

experi enced how a small organi zation |ike START can
provi de | ong-term benefits to individuals and

nei ghbor hoods. The charitable trust concept
resonates with ny experience and values. The

amount under discussion can, | firmy believe,

contribute significantly to our city for
generations to cone.

Therefore, | urge that the proposed
conversion and nerger with Wl | Point be given

careful consideration. It will preserve CareFirst

as a strong corporate player in our region, serving
custoners, supporting our literacy program and

ot her worthy causes for many, many years, in
provi di ng new resources to our community that wll

address our nobst pressing needs.

Thank you.
COW SSI ONER M REL:  Thank you very much,

M. Duffles.
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The next witness is Stan Rich. Is M.
Ri ch here?
kay, then, we will nove to the next

wi t ness, Evanna Powel|. Good evening, M. Powell.

STATEMENT OF EVANNA POWELL

MS. POWELL: Good evening. | am Evanna
Powel I, a citizen and taxpayer of the District of
Colunbia. | amhere to express my position

regardi ng the conversion and acqui sition of

CareFirst Blue Cross-Blue Shield by Well Point
Heal t h Networ ks, Inc.

The District of Colunbia is in the mdst
of a health care crisis, and the sale of CareFirst

Bl ue Cross-Blue Shield, a nonprofit insurance

provider, to WellPoint Health Networks, Inc., a
for-profit insurance provider, will nake the health
care crisis worse for the District of Colunbia
government, the District of Colunbia taxpayers, and

the District of Colunbia's citizens in need of

coverage currently provided by CareFirst Blue
Cross- Bl ue Shi el d.

On April the 30th, 2001, the District of
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Col unbia privatized its public health care delivery
system by signing a nine-year to $1 billion maxi num
contract with Doctors Comunity Health Care

Corporation in Geater Southeast Hospital. The

delivery of some of the contract services has been
guestioned by the D.C. Council, the independent
auditing firm patients and nonpatient citizens.

I n Septenber of 2000, the George

Washi ngton University Health Plan announced pl ans

to cease operation in February of 2000 and, to ny
know edge, it has ceased operation

In March of 2000, Med-Link Hospital
formerly Capital Hill Hospital, filed a Chapter 11

bankruptcy proceedi ng which allows a hospital to

reorgani ze and pay creditors or cease operation
On May 10th, 2002, Colunbia Hospital for
Worren, a 36-year-old hospital, closed its doors.
CareFirst Blue Cross-Blue Shield is one of

t he i nsurance providers that was avail able for

enrol | ees of the defunct George Washington Health
plan. At the tinme George Washi ngton enrollees were

seeki ng other health plans to join, CareFirst



57
prem unms were higher than George Washington's
prem uns. At the tinme the George Washi ngton plan
prem uns were as |ow as $134.74 a nonth. Under

CareFirst, the prem uns of a typical 45-year-old

single District resident would have been $204 to

$249 a nonth. The deductible, $500. And the

rei mbursement for covered services, 80 percent.
The average health care premiuns in the

area are predicted to rise 12 to 18 percent. The

prem ums for CareFirst are predicted to increase 13
to 15 percent this year. Those increases at the 15
percent rate would equal $30 to $36, for tota

prem unms of $234 to $285 a nonth. Those increases

are surely to discourage citizens from seeking

ot her insurance coverage. Those increases are
surely to add nore citizens to the nunber unable to
access health care services.

Not only does the District need to vote

agai nst the conversion and acquisition of CareFirst

by WellPoint, the District also needs to construct
a new state-of-the-art, full-service, fully-funded

public hospital on the current site of D.C



Ceneral, where District residents can use their
i nsurance and can know they will receive nedical
Servi ces.

At this time, backed-up and cl osed

emergency roons are del ayed and offer no nedica
servi ce because the District has no public
hospital. A possible biological, nuclear and
chemical terrorist attack, all District residents,

wor kers and visitors need i nsurance coverage and

access to nedical treatnent. The request for
conversion and acquisition of CareFirst with the
$234 to $285 per month premiuns will result in nore
District residents being wi thout insurance coverage

and, nore inmportantly, being wthout access to

nmedi cal treatnent.

In closing, | ask that you not approve the
conversion and acquisition. Thank you.

COW SSI ONER M REL: Thank you very much,

Ms. Powell. And thank all of you for being so

concise in your presentations. That really nakes
t he operation go much nore snoothly.

The next witness is Vanessa Dixon. |Is
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Vanessa Di xon here?
If not, we will nbve on to George Barker
M. Barker.

STATEMENT OF CGEORCE BARKER

MR. BARKER: Thank you. M name is George
Barker, B-a-r-k-e-r. | am speaki ng on behal f of
the Health Systens Agency of Northern Virginia, a
private nonprofit entity that is a regional health

pl anni ng agency for the Northern Virginia area.

t hank you for the opportunity to conment at this
forum

CareFirst sells policies in Northern
Virginia as well as in the District of Colunbia and

Maryl and and Del aware. There are 200, 000

Virginians who are insured by CareFirst. Their
fate will be decided by you, the District of
Col unbi a i nsurance conm ssioner. The Virginia
Commi ssi oner of Insurance has deternined that

because the District has conparabl e oversi ght

provisions as Virginia for the conversion and sale
of CareFirst to Well Point, and because the GHVSI

plan is domiciled in the District, Virginia defers
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responsibility for insurance conm ssioner approva
or denial of the transaction to the District. The
Virginia attorney general, however, has certain

responsibilities for this proposal, including the

di sposition of charitable assets.

It is incunmbent, therefore, for you, the
District of Colunbia insurance conm ssioner, to
state that the interests of all those covered by

GHWVSI, including Virginians, will be equally and

fully considered in the decision.

As Virginians, there are several things
that we bring to the consideration of this
proposal. First anbng themis the people of

Northern Virginia. Some have the perception of

Northern Virginia as affluent and relatively

honbgenous. W are, however, very diverse. Qur
m nority popul ati on has been growi ng rapidly and
exceeds 35 percent, with the mnority popul ation

al nost equal |y divided anong Latinos, African

Anericans and Asian Anericans.
Al t hough nedi an i ncomes are high and

unenpl oyment is | ow, there are nany who have nodest
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i ncomes. Northern Virginians with nodest incones
often are uninsured. A survey done during the
wi nter of 2000-2001, just before there were major

si gns of econonic slowdown and well before

Septenmber 11, found that 11 percent of Northern
Virginians lack any health care coverage. Wth a
popul ati on approaching two million just fromthe
District line through Prince WIIliam and Loudon

counties, there are nore than 200, 000 Nort hern

Vi rginians who are uninsured. This is as many as
are enrolled in CareFirst.

Al t hough we cannot quantify it at this
point, it is alnpbst certain that the nunber of

Northern Virginians who are uni nsured has increased

in the past year and a hal f.

The Northern Virginians nost likely to be
uni nsured are those who are ethnic mnorities.
Surveys have shown that al nost half of Latinos and

about a quarter of Asian Americans in Northern

Virginia are uninsured. Those just happen to be
the fastest growing parts of the Northern Virginia

popul ati on.



African Americans and non-Hi spani c whites
are much less likely to be uninsured, with |ack of
i nsurance only slightly higher anmong African

Ameri cans and anmong non-Hi spanic whites in Northern

Vi rgi ni a.

An inportant factor in this decision is
the Virginia |l aw which requires nonprofit insurers
such as CareFirst to make health insurance

available to certain types of persons. For-profit

i nsurers, such as WellPoint, do not have the sane
requi renment. Approval of this proposal, therefore,
could negatively affect access to medical insurance
at a tine when lack of insurance coverage is a

maj or concern in Northern Virginia.

The Northern Virginia narket historically
has been conpetitive and bal anced, with a variety
of health insurance options. There are five
insurers, each with 200 to 250,000 covered lives in

Northern Virginia. Al other plans combi ned have

about the same nunber.
The five major carriers provide a good

variety of nbdels. Two are nonprofit. One
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CareFirst, is a Blue Cross plan, and another is a
former Blue Cross plan that converted to for-profit
status. Only one, Aetna, has been a mjor

nati onwi de carrier. Another, Kaiser Permanente, is

a traditional health maintenance organization. And
the other, MAMSI, is a regional for-profit nanaged
care plan.

There are benefits to having a diversity

of choices that now exist, a diversity that woul d

be di m ni shed by the CareFirst-WlIlPoint proposal

We in Virginia also can bring to the table
experience with conversion of a Blue Cross plan
fromnot-for-profit to for-profit. Trigon, which

formerly was Blue Cross-Blue Shield of Virginia, is

the largest insurer in the rest of Virginia and has

a share of the Northern Virginia narket as well

The perception of that insurer has evolved since

its conversion fromthe gentle giant to not-so-gentle giant.

VWher eas providers and ot hers found

Bl ue Cross-Blue Shield of Virginia inposing and
sometines not the easiest to deal with, they were

seen as approachable. That no longer is the case.
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Just | ast week, for exanple, Trigon
publicly announced, with substantial nedia
coverage, that it would no | onger have a contract

with Carillion, the major hospital and health care

entity in Roanoke, and much of Southwest Virginia.

That situation may be resolved, but it denonstrates

the difficult hard-ball approach now being applied.
Northern Virginia al so has experience with

ot her conversions, including at least two entities

that went fromnot-for-profit to for-profit and
back to nonprofit. Those experiences were
illumnating. In both cases, there were major
concerns with the operations while for-profit that

di ssipated after becom ng nonprofit again. One was

the former Group Health Association HMO t hat was
sold to Humana and then to Kaiser. Kaiser provides
not only greater opportunity for insurance coverage
but also many community services, including

coverage to noderate incone fam lies that have been

uni nsured. Those public benefits did not exist
whi | e Hunana operated the plan.

After nore than a half century as a
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nonprofit, Arlington Hospital enbarked on a for-profit joint

venture with Hospital Corporation of
Anerica, then known as Colunbia HCA, in the |atter

part of the 1990s.

Rest on Hospital Center was part of the
joint operation. During the period that the two
hospitals were operated jointly as for-profit
entities, the follow ng changes occurred at

Arlington:

One, charity care decreased.

Two, the percent of Arlington Medicaid
pati ents served went down, served by Arlington
Hospital went down, with nore Arlington Medicaid

pati ents going outside the county, principally to

Al exandria and Fairfax Hospitals to receive care.
And three, charges increased substantially

at a rate much greater than the regi onal average.

Arlington Hospital decided after a couple of years

to go back to being a nonprofit hospital, and

Reston remai ned controlled by HCA. Since then
Arlington's charity care and Medicai d services have

returned to historical |evels, and charges actually
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went down one year.
In 2000, just over 3 percent of all care
provided at Arlington Hospital was charity care for

persons bel ow the poverty line. In the same year

t he conparable charity care | evel at Reston
Hospital Center, Arlington's former partner, was
0.35 percent. Just over one-tenth the |evel at
Arlington and far bel ow any other hospital in

Northern Virginia.

This difference in charity care rates is
particularly striking because the i medi ate service
areas of the two hospitals have many sinmilarities,
with inconme diversity and substantial minority

popul ati ons. Many | ow and noderate incone and

uni nsured individuals in Reston and Herndon have to
end up going el sewhere to get their care,
principally to the I nova hospitals.

Al t hough we are not taking a position on

t he CareFirst-WllPoint proposal until we have nore

i nfornmation, the experiences that we have had in
Northern Virginia cause us concern with the

proposed change fromnonprofit to for-profit



st at us.
Absent a nmechani sm for guaranteei ng that
there are not simlar negative effects that would

follow this proposal, we have doubts about whether

t he conversion and sal e shoul d be approved.

We al so ook forward to nore information
on whet her such a conversion and sale is essentia
to the survival of CareFirst. W have serious

guesti ons about whether CareFirst, with its

domi nant position in Maryland, recently listed as
sixth in the country, and conpetitive situation in
the District and Virginia, would be unable to
survive without this proposal. |If it cannot

survive, would not the sanme apply to Kaiser and

MAMSI ?

Unl ess there is conpelling evidence that
CareFirst cannot survive without this deal, this
proposal should be approved only if it is

determined to be in the public interest. That

case, at least to date, has not been nmde.
The interests of the residents and

CareFirst enrollees in Virginia as well as those in
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the District, demand that approval be granted only
if there is clear and convincing evidence that the
Car eFi rst-\Wel | Poi nt proposal would be a public

benefit.

Thank you for considering our conments and
per specti ve.

COW SSI ONER M REL: Thank you very much,
M. Barker. And let ne just say that | am mindfu

of my responsibility to the people of Northern

Virginia who are involved in this as well, and
pl edge to you that | will give themthe sane
consi deration and concern that | will for the
peopl e of the District of Col unbia.

The next witness is Janes Witley.

STATEMENT OF JAMES VH TLEY
MR, VWH TLEY: Good evening. Thank you for
allowing ne to speak tonight. M/ nane is Janes
Wiitley. That's

Wh-i-t-l-e-y. | ama staff attorney with

Conmmunity Catal yst, and we are a Boston-based
nati onal advocacy organization that pronotes health

care justice.



The primary goal of Conmunity Catalyst is
to strengthen the voice and invol venent of
consuners and comruniti es wherever deci sions

shaping the future of their health care systens are

bei ng made.

Qur team of attorneys, health policy
anal ysts and education specialists provides a range
of technical assistance services that includes

policy analysis, |egal assistance, strategic

pl anni ng, and community organi zi ng support.

We have worked over the past seven years
in over 35 States in our ongoing effort to ensure
that the conversion of health insurers and

hospitals to for-profit status serves the public

i nterest.

We continue to use our nationa
vant agepoi nt and rulti-state experience to assist
State and | ocal organizations as well as regulators

and | egi sl ators whose health care institutions are

under goi ng conver si on
Toward these goals, we have conmuni cat ed

with and assi sted numerous conmunity groups in the
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District of Colunbia as they review the proposed
conversion by CareFirst. W share the community's
significant concerns regarding the proposed

conversion of CareFirst, and what effect it wll

have on the access to health care in the District
and D.C. residents.

These concerns point to the need for the
nost thorough review process before any decision

can be nade on CareFirst's application

The task then for the District regul ators,
as it always is for regulators in every State, is
how to review the application as rigorously as
possi ble so as to ensure that the decision is made

only after fully factoring in the inpact the

conversion will have on the residents of D.C. and
how the | ocal health care systemw |l be forced to
adj ust after the change.

This will require a through investigation

into the health inmpact indicators, in addition to

t he usual considerations of the financial valuation
and allowi ng for public participation and feedback

Only by considering all of these factors
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wi Il a thorough review of the conversion proposa
happen. | want to just discuss those two factors
that | mentioned, participation of the public and

t he heal th inpact study.

G ven that those with the nost at stake in
t he proposed conversion are the District's health
consuners and the conmunity nenbers whose nonprofit
health insurer would drastically change in focus

and operation post-conversion, structuring a review

process that not only allows for public comrent but
al so seriously values and considers the
participation of the larger D.C. comunity, is
cruci al .

Wiile traditionally many simlar

conversion transactions have not included the voice
and opi nions of the community, it is only through
an incorporation of the public sentinent that

regul ators can fully determ ne what would be in the

public interest. Any review process that does not

provide for the gathering of public coment and the
i nclusion of the community throughout is obviously

woeful |y i nadequate, and the decision issuing from



such a process could only be inconplete.
This type of public forumcreates one of
many possi bl e opportunities for that essentia

conmuni ty invol venent. The insurance comi ssioner

is urged to structure other such opportunities for
the public's voice to be heard in this review. And
innm witten statenent | have given a couple of
suggestions which | won't go into now.

A health inpact study is equally necessary

to thoroughly and rigorously review the proposed
conversion. Such a study should consider the data
related to D.C. consuners' current access to health
care and then project forward to determ ne the

likely inpact the proposed conversion of the

District's nonprofit health insurer would have on
access, were it approved.

Rel evant factors in such an inquiry m ght
i ncl ude but need not be Iimted to indicators of

health needs in the District, access to care in the

District, and projected changes to those data.
Only arned with the results of such a

study can any regulator determine if a conversion
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proposal woul d be prejudicial and hazardous to the
public affected.
A recent exanple where the inmportance of

the health inpact study to the review process was

understood fully comes from Kansas, where the

i nsurance conmi ssioner, Kathleen Sibelius, earlier
this year disapproved a conversion proposal applied
for by Blue Cross and Blue Shield of Kansas to

denut ual i ze and nerge with Anthem | nsurance

Conpani es.

Commi ssioner Sibelius relied on health-rel ated

data to do a forward-1ooking anal ysis of
the likely health inpact the conversi on woul d have

on the Kansas public.

Simlar to the law of D.C., Kansas'
conversion | aw prohi bits the i nsurance conmi ssi oner
from approving a conversion if it would be
prejudicial or hazardous to the public.

If these ternms are to have any neaning,

t hey must be operationalized; in other words,
wor ki ng definitions rmust be identified as to what

woul d constitute prejudicial or hazardous outcones
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for the public.
Any revi ew process which doesn't
operationalize such crucial terms would be

seriously lacking and could not accurately indicate

what would be in the public interest.

In the Kansas exanpl e, Conm ssi oner
Si belius anal yzed the health inpact data gathered
by i ndependent anal ysts and by her own Kansas

i nsurance department testinonial team She

concl uded that the conversi on woul d be both

prejudi cial and hazardous to Kansas residents since
prem umrates would have to be increased
dramatically to achieve the express profit goals of

the insurer post-conversion, and she therefore

di sapproved t he conversion

This and other |essons |earned through our
experi ences and other States clearly proved that a
conpl ete and rigorous review of a conversion

proposal rmust include a thoughtful consideration of

rel evant health inmpact data and opportunities for
open public participation in the process.

Conmunity Catal yst urges the | nsurance



Conmi ssioner Mrel and the residents of the
District to undertake such a rigorous revi ew and
consi der the CareFirst conversion proposal very

careful ly.

Thank you.

COW SSI ONER M REL:  Thank you, M.
VWiitley. W will read your entire statement. Did
you cone today from Boston for this?

MR WHI TLEY: | sure did.

COW SSIONER M REL: | thank you very nuch
for that. W are truly grateful to have you here.

kay. The next witness is someone who is
not on the schedul e but who should have been, and

that is Dr. Howard Smith. | amgoing to call him

now. |Is he here? Yes. It is our error that he

was left off. So we will allow himto speak now.
STATEMENT OF DR HOWARD SM TH

DR. SMTH. Thank you. | thought | was

going to be | ast.

My nane is Howard Smith. That's S mi-t-h.

am a physician in the District of

Colunbia. M practice is obstetrics and
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gynecol ogy. | speak for nyself and | speak on
behal f of ny patients.
Today' s paradigm for health care in the

United States is managed care. It arose as a

consequence of self-regulation in a marketpl ace

dom nated by for-profit insurance conpanies. As a
consequence of this changing domain, even not-for-profit
i nsurance conpani es enbraced this paradi gm

in order to survive. Public opinion polls show

that 85 percent of all insured Anericans are
satisfied with nmanaged care. Sone woul d say that
the mnority of physicians who questi oned managed
care as the new paradigmis just crying sour

grapes. Wile they were benefiting fromfee-for-service

medi ci ne, others with a different vision of
the future were naki ng change.

However, these changes were not being made
out of disdain for what was valued in Anerica's

health care system Rather, they were being made

to preserve them These were honorable nen and
wonen. Patients, Anericans and citizens mnust

listen and | earn about the need for change in



77
health care
| didn't cone here to praise an old
paradigm | came here to bury it. The faults of an

old paradigmlive on, while the good is often

forgotten. So let it be with the paradigmof not-for-profit
i nsurance. The visionaries who replaced

it believe that because of it physicians, ambitious

and thirsty for wealth and power, abused and

expl oited heal th insurance conpanies. |If that were

so, it was a grievous fault, and | coul d understand
their reasons for wanting change. After all, they

are all honorabl e peopl e whose only anbition is the
best interest of Anerica.

In deference to the old paradigm however,

the vast nmjority of physicians were stil
notivated by higher ideals. Tens of thousands of
jobs were created. An entirely new bi onedi ca

i ndustry was devel oped, and millions who were sick

and injured were returned to health and

productivity.
Proponents of the for-profit insurance

woul d say that while the old paradi gmof fee-for-service,
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whi ch was the product of a not-for-profit
i nsurance industry, was exploited by ambitious
practitioners, their paradi gm provided health

i nsurance for 84 percent of the population. It

produced the best nedical care in the world, and
nost inportantly, it halted the accelerated growth
of health care costs in America. Costs that would
bankrupt the country.

Fees are the strengths professed by our

lum naries in health care, all honorable people.

Al t hough these are true, it is also true that
despite spending nore on health care than any other
nation on earth, $1.3 trillion a year, the nunbers

of uninsured are increasing. The Wrld Health

Organi zation ranks Anerica's health care systema
very nediocre 37th in the world, and the cost of

heal t h i nsurance has been increasing by nore than
10 percent a year over the past several years, and

that trend has no foreseeabl e end.

| speak not to disabuse anyone of these
bel i ef s because, indeed, physicians were anbitious.

After all, it was the anbition of an Anerican
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physician, Justin Ford Kinmball, that actually laid
the foundation of Blue Cross-Blue Shield in 1929.
Yes, Americans were anbitious. Even before nmanaged

care, 24 times they were presented the kingly crown

of the Nobel Prize, and 24 times they used that
award not to enrich thenselves but to further
nmedi cal research. Such was their anbition

| would do those proponents of for-profit

i nsurance wong if | accused them of selfishly

coveting these achi evenents.

This certainly wasn't so. They exploited themto
the maxi mum These were honorabl e peopl e who,
unl i ke physicians, had nothing to gain; not faneg,

nor weal th, nor power.

The old paradigmis dead, and with it died
the anmbition that they feared. Nevertheless, in a
matter of speaking, the old paradigmleft a will.
This testament can be found in the words of the

Hi ppocratic oath. This |egacy transcends all the

par adi gns and health care systens that ever were
and will ever be. It would be wong of me to

i ndi ct those who brought about nanaged care of



demandi ng anything | ess from physicians. | would
never do this, nor would | inpeach themfor
devel opi ng a systemthat seduces physicians to

behave in a way that betrays this legacy, if that

were not the case.

After all, they are all honorabl e people.
Yet our tinme of health care would di scharge people
fromhospitals before they are nmedically ready to

leave. It would limt the nunmbers of office visits

patients could have with doctors. It would force
patients to remain within a given network of
preferred providers rather than to seek out
physi ci ans who they prefer. It would interrupt the

usual collegial relationships between providers.

It will interfere in the patient-doctor
relationship. It would disregard the health of
those who suffer fromnental illness. It would

change physicians into providers and patients into

insured lives. It would deny the nmedical necessity

of treatnment. It would disallowthe prescription
of needed nedication if it determnes they weren't

cost-effective. It would cause 44 mllion people
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to be uninsured. It would force people who need
extended care facilities into abject poverty. It
woul d deny prescription benefits to the elderly who

nmost need it. It would downsize the Nation's

health care systemto a point of causing shortages,
even under nornal conditions. It would cause
providers to place their relationships with health
pl ans above those with patients. It would close

public hospitals that traditionally would care for

t he poor and the uninsured. It would lead to
America's pathetic ranking of 37th in the world.
It would cause health insurance costs to increase
at a faster rate than inflation.

These and many nore are the consequences

of policies tolerated as cost-cutting by those who
crafted nmanaged care. However, 8:46 in the norning
on the 11th of Septenber changed America as
certainly as the Ides of March changed Rone, and

t hese cuts became the bl eeding wounds in the body

of health care through which the daggers of 1500
di fferent health plans, nostly for-profit, were

t hrust.



Each wound is a betrayal, and each wound
bears its own unique signature. There is United
Heal th Care and Aetna and Cygna, Health Net,

V&l | Poi nt, Blue Cross-Blue Shield, Prudenti al

Need | go on?

But the final blow wasn't thrust by a
health plan; rather, it cane fromthose who were
nost trusted; people Iike you, our policynmakers.

Al t hough all honorabl e peopl e, they supported these

and many other cost-cutting neasures by a largely
for-profit insurance industry while they turned
t heir backs on our health care systemas its vita
capacity was slowy and silently degraded by it.

Then canme Septenber 11th. Never once did

they consider the effects of a downgraded health
care systemon a nation at war with terrorists.
Never once. W were told that their paradi gm of
managed care didn't consider nedical conditions

arising fromacts of war, covered benefits. For

all practical purposes, as of 8:46 a.m on the 11th
of Septenber, 2001, we all becane uninsured.

Because of their indul gence of special interests,
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health care now lies on the steps of the Capitol
as did Caesar on the steps of the forum
O all the wounds inflicted in our health

care system this is the unkindest cut of all

Rat her than offering a solution, tonight we debate

the nmerger between WellPoint and CareFirst. A

nerger that makes a sol ution even nore el usive.
Now you coul d understand and feel a dent

of pity for those who for-profit insurance |eft

behi nd, the uni nsured, because you, too, are anong
them But let nme not stir you to outrage nor
harden your suspicion about the ambitions of those
who caused this to happen because they al ways

prof essed good intentions and denied profiting from

their anbition, gaining nothing; not fame, nor
weal th, nor power. |'msure that each today are
reflecting on this problem After all, they are
wi se and honorabl e people. Only they know what

made themignore this defect in the paradi gm of

managed care, and no doubt it is they who will also
be required to have answers.

It is not for me alone to raise your



i ndignation or to challenge their notives for | am
only one doctor, a plain, blunt man. | have never
the wit nor the words to cause others to express

their wath or to bring about change. | only say

what now you yoursel ves should know. Change is
necessary, but because of the changes in our world,
this change that we debate tonight will prove to be
gratui tous and costly.

The bl eedi ng wounds in our health care

system speak nmore el oquently for what is necessary
than do I. They al one should nobve you.

Thank you.

COWM SSIONER M REL: Dr. Smith, thank you

very much. W appreciate the Shakespearean

references and the way you put themtogether. And
t hank you for your testinony.

The next witness is M chael Preston
Wl come, M. Preston

STATEMENT OF M CHAEL PRESTON

MR. PRESTON: Thank you, Conmi ssi oner

Mrel, and | appreciate the opportunity to be here.

I am M ke Preston. | am executive director of Med-Chi,
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Maryl and State Medical Society. MW
organi zation represents approxi mately 6500
physi ci ans across the State of Maryland, and we

appreci ate the opportunity to share with you

toni ght some of the perspectives and concerns that
we have brought to bear on this issue within the
State of Maryl and, of course, where we believe that
some of them have resounded quite |loudly wthin

pol i cymakers and encourage you to take

consi deration of themas well.

Med- Chi, the Maryland State Medica
Society, believes firmy in CareFirst as a not-for-profit,
| ocal | y- based, independent organization

and the key distinction is not-for-profit, and

| ocal | y-based is also great. But to be a not-for-profit
organi zation is the starting point of our

di scussion, which is to say that the difference

between a not-for-profit and a for-profit, we

bel i eve, fundanmentally involves the m ssion. And

the mssion of a not-for-profit organization
i nvol ves an el enent of comunity service, whereas a

for-profit organization's fundanental mssion is
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one of creating value for its stockhol ders, and
they are very different things, but of course they
both have to be busi nesses and they both have to

thrive, and they both have to be able to thrive

successful ly.

We believe that CareFirst, of course
needs to be able to thrive. W wouldn't be here
and we woul dn't be opposed to this deal if we felt

that CareFirst could not thrive as an independent,

| ocal | y-based not-for-profit organization.

W have not seen evidence that it is
unable to thrive as a not-for-profit, |ocally-based
organi zati on who, as a not-for-profit organization

nmust bal ance business inperatives with its

conmunity service m ssion and, indeed, mnust
generate a surplus or, if youwill, a profit. But
t he purpose of that surplus or profit is to pursue
its community mission, not to enrich private

interests, who are stockhol ders.

So it is with that perspective that we
have anal yzed this proposal, and harken back

actually to a prior transaction involving GHvVSlI and



t he conversion and the consolidation of CareFirst
and the GHVSI about four years ago. And we were
supportive of that transaction because we believe

it advanced the notion of CareFirst as a stronger

| ocal | y-based, regional not-for-profit

organi zati on, and we sought a pl edge from CareFirst
managenent that it was not, that that transaction
at that tinme was not a step toward a conversion to

a for-profit status, which we opposed at that tine

and continue to oppose.

In fact, CareFirst nanagenent, in a letter
fromM. Jews to ny organi zation, at that tinme
pl edged that the consolidation of CareFirst and

GHVSI was not a step toward conversion, and that

t he organi zation's nanagenent had no intention to
convert to a for-profit status. But here we are,
only a few years later, facing precisely that
proposal to convert and to be sold to an out-of-town

or gani zati on.

W bel i eve we have not seen any evidence
that there is any conpelling reason to support this

transacti on, conversion or sale.
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The main arguments that the management has
of fered us are that they need access to capital
and they need to grow to conpete. For what purpose

do they need access to capital? W have heard

references to a need to enhance their information
technol ogy infrastructure. And we have heard the
argunent that in general, they need capital because
they need to grow to conpete.

You have already heard references to the

concerns that we share, which are that, well, why
exactly do they need to grow to conpete when they
have a domi nant share in large parts of this

mar ket, and why do they need access to outside Wl

Street capital when in fact they have been

successful in generating capital internally, from
their operations generating a surplus upwards of
$800 mllion over the |l ast eight years?

And, indeed, coming froma tine when they

were near distress. The managenent deserves to be

commended for its ability to do that. W would say
very much on doctors' backs in many respects by

virtue of the discounting phenonenon that has been

88



part and parcel of managed care, but neverthel ess
t he conpany was successful in generating surplus,
and that surplus represents, in effect, profit that

t he conpany, we believe, should be investing inits

conmunity service mission as a thriving | oca
enterprise.

We believe there are major risks to this
proposal, and would frane themin the context of

how t he conpany has sought to assure us that there

aren't such risks. One of themis now that the
conpany will remain a |ocally-based organization.
They have pledged that its operations in Ow ngs
MIls and here in the District will remain and in

effect that there will be no large scale cutting of

enpl oyees, or pogrom of enpl oyees, to save noney to
generate return to justify this transaction

They haven't actually pledged not to
squeeze harder on the rei nbursenent to doctors, but

we woul d submit that that is not a major concern

because we don't believe that Wl |l Point as a buyer
coul d squeeze the reinmbursement to doctors

significantly wi thout wecking its physician
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networ k, and the evidence of that is its recent
experience with its new Bl ue Choice network, in
whi ch they have had trouble in many cases filling

out a network with substantial discounts.

So we believe that doctors are at the
bottom and they are not significantly going to be
abl e to squeeze doctors very hard. As a result we
believe that if they are not going to get savings

fromcost-cutting of enployees, and they are not

going to be able to squeeze doctors very hard, how
are they going to get noney to pay stockholders to
justify this transaction? |It's going to have to
cone fromsone place. W submit that it's either

going to conme fromhospitals and further

destabilize the hospital econony in the District,
whi ch is unregul ated, and destabilize the hospita
econony in Maryland by undernining their all-payer
systemin Maryl and, which they have pl edged t hey

are not going to do.

So havi ng pl edged that they are not going
to underm ne the all-payer system we believe they

cannot squeeze doctors very hard, and having
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pl edged that they are not going to cut enpl oyees
substantially in their operations, where is the
noney going to come fromto pay stockhol ders?

That |eaves really only one place, we

submit, and that is subscribers. |It's going to
nmean hi gher prem uns or |esser benefits, but the
noney has to cone from sone place to justify the
transaction, whether it's a billion three or three

billion eight. whatever the price is, that nobney

has to come fromsome place to justify the

st ockhol ders that they should pursue it. And we
believe that it will cone from some place; that one
of the propositions they have asserted to assure us

that there are no risks to the transactions sinply

can't be true, one or nore. Either there will be
cost-cutting and enpl oyee operations wll disappear
substantially in local facilities; that they wll
undernmi ne the all-payer systemin Maryland and

destabilize hospitals further in the District; that

they will work to destabilize and further reduce
physician prices. W think they will try, but we

t hi nk unsuccessfully because we think doctors are
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al ready at the bottom
And noney will have to conme from sone
pl ace, so we think it will also cone from

subscribers, all of which adds up to no good

justification for the proposal, we believe. And

bei ng supporters of a locally-based, not-for-profit
organi zation, and one that we believe can thrive as
such, we are opposed to the deal and encourage you

to look at the proposal in that |ight.

Thank you very much.

COW SSI ONER M REL:  Thank you, M.
Preston. Thank you for comi ng over from Maryl and
to give us the benefit of your thoughts.

M. MGarrah.

STATEMENT OF ROBERT E. McGARRAH, JR.

MR. McGARRAH  Conmi ssioner Mrel, on
behal f of President Josh WIllians and the 150, 000
nmenbers of the Metropolitan Washi ngton Council of

the AFL-CIO, | want to thank you for the

opportunity to appear before you on one of the npst
i mportant health insurance concerns in Washi ngton,

D.C. and the Nation, making health care for the
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peopl e a higher priority than profits for insurance
conpani es.
Working famlies are struggling every day

to come up with the noney they need for health

i nsurance. \Wages here in the District of Colunbia
are expected to increase less than 3.5 percent this
year, yet CareFirst right nowis asking for an
addi ti onal prem umincrease of 13 to 15 percent.

VWhere will the nmoney corme from when union

fam | ies have never seen their incones go up 13 to
15 percent a year?

These rate hi kes nean one thing: More
D.C. working famlies will go without the health

care they need because they can't afford to pay

nore. Yet as hard as things are now, it is
absolutely clear that if you approve WellPoint's

t akeover of CareFirst, even nore D.C. residents
will suffer. Wy? Because there will be even | ess

nmoney for health care. WellPoint is a for-profit

conpany. It has an established record of taking 12
percent nore than CareFirst out of every prem um

dollar for its top priority: Wall Street analysts



and shar ehol ders.
Vel | Point CEO, Leonard Schaefer, |anments
VWal | Street's denmands for quarterly earnings, but

it hasn't stopped himfromextracting record

profits fromhealth care. Nor has it stopped him
from opposi ng patients' rights at every single
turn, all the way up to United States Suprene
Court, and the case | have is cited here.

In fact, if you approve this CareFirst

t akeover, D.C. residents will be victimzed by a
conpany that specializes in gimmcks and deception
VWhat Wel | Point calls consuner choice, |eading
public health experts call Enroning health

i nsurance, |eaving patients with no insurance,

whi |l e promi sing them health security.

Harvard's Professor Katharine Swartz
descri bes Well Point's scheme this way:

"Instead of shifting nore of the initia

costs of nedical care onto policyhol ders, they are

shifting the risk of higher costs onto
policyhol ders. WellPoint Health Networks and ot her

for-profit insurance conpanies are anong the
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carriers that have designed these new policies. In
the case of an individual enployee, the policies
typically cover nost costs of nedical care, often

i ncl udi ng drugs, up to $2000 or $3000. However,

then the enpl oyee has to pay all the costs incurred
in the so-called corridor between $2000 or $3000
limt and a cap, perhaps $5000. Above the cap the
i nsurer pays all the costs. The initial $2000 or

$3000 of covered nedi cal expenses is an all owance

that an enpl oyer provi des each enpl oyee to spend on
nedi cal care bel ow the $5000 or hi gher cap, which

is the real deductible for the policy. An enployee
could opt to reduce the all owance in the event that

it were having financial problens, say a recession

m ght occur, and the enpl oyee would then be at risk

for nore of the nedical expenses below the cap."
Conmi ssioner Mrel, just consider what

this kind of schene would nmean for working famlies

here in D.C. Take a woman who five nonths into

pregnancy is told that you have a high-risk
pregnancy; or imagine a 55-year-old man di aghosed

with prostate cancer. You, the patient, rather
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than the insurer, are suddenly bearing the risk of
nedi cal expenses that fall within the corridor of
uncovered costs. This isn't health insurance.

This is the sane sort of rip-off that happened at

Enron. It's an illusion of health security
perpetrated by a for-profit company which is eager
first of all, to please Wall Street. D.C

resi dents deserve nmuch better

As if WellPoint's Enron-style health

i nsurance weren't enough, WellPoint is now under a
Federal crimnal investigation by the United States
Attorney's Ofice in Boston for its relationship

wi th TAP Pharnaceuticals. Wall Street analysts

have recently downgraded Vel | Point's stock and,

according to Dow Jones news wires, TAP

Phar maceuticals agreed in 2001 to pay $875 million
to resolve crimnal charges and civil liabilities
related to alleged fraudul ent drug pricing and

mar keting for Lupron, a prostate cancer drug.

There are over 71,000 D.C. citizens who
have no health insurance at all right now \y?

Because profit-hungry insurance conpanies refuse to
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sell them a decent, affordable health plan.
The problemis even worse in WllPoint's
hone state of California, where 6,371,000 uninsured

Cal i forni ans have no health i nsurance what soever,

and Wl | Poi nt has been operating there for sone
tinme, as you know.

The | ast thing we need here in Washi ngton,
D.C. is another for-profit health insurance

nonopoly. As the biggest health insurance conpany

in D.C. and Maryl and, CareFirst would becone just
anot her subsidiary of a huge California conmpany.
VWhat little accountability and control we have over
CareFirst woul d be gone forever.

What CareFirst needs is to get back to

basi cs, selling decent, affordable health insurance
to every D.C. resident who needs it.

Conmi ssioner Mrel, you have a gol den
opportunity to nake decent, affordable health care

areality. You can prevent thousands of D.C

residents fromlosing their health insurance by
opposi ng this CareFirst conversion and nerger. You

can set CareFirst on the right path to do that job
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by reforming it, rather than allowing it to becone
a for-profit WellPoint subsidiary. You can bring
it back to basics, selling health insurance that

works for all the people, not another Enron-style

product that nobody needs.

Thank you.

COW SSI ONER M REL: Thank you very much,
M. MGarrabh.

I amgoing to go back now to sone of the

peopl e who were not here when | called their nanes,
and if they are present now, please cone forward
and nmake your presentation.

First, Dr. Judy Okkema. |s she here?

Secondly, Stan Rich. |Is he here?

And third, Vanessa Dixon. |s M. Dixon
here?

kay. W have sone tinme, and | will be
glad at this point to recogni ze anyone who woul d

like to say something who was not on our list, as |

promsed | would, if we were finished before 9
o'clock. 1Is there anybody el se who would like to

make a st atenent ?
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If not, | would like to thank all of you
for your very thoughtful and careful and well-put-together
testimony. | really think that this was

an extrenely useful forum and | thank all of you

who participated. We will take to heart everything
you said, and this will becone part of the record
of the case.

Thank you, and good eveni ng.

[ Wher eupon, at 7:45 p.m, the proceeding

was adjourned.] O



